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2. 
DENMARK - KEY ECONOMIC INDICATORS 


In millions of U.S. Dollars unless otherwise stated (DKR. 6.25 = US $1.00) - 
see note. 


INCOME, PRODUCTION, EMPLOYMENT % Change 1979 (est.) 


GNP at current prices 10.7% 54,340 
GNP at constant (1977) prices 1.0% 46,094 
Per Capita GNP, current prices, $ 10.4% 10,613 
Fixed Investment, current prices 7.5% 12,140 
Personal Income, after taxes, current 9.1% 30,200 
Labor Force (1,000) 1.8% 2,625 
Average Unemployment Rate, fulltime n/a 6.1% 
basis 


INDICES (Base year in parenthesis) 


Sales of Industrial Products (1975) 
Hours worked in manufacturing (1975) 
Hourly Wage Rate in Mfg. (1975) 


MONEY AND PRICES: 


Money Supply (M I) 
Money Supply (M II) 
Banks Lending Rate (end period) 


INDICES (Base year in parenthesis) 


Wholesale Prices (1968) 
Consumer Retail Sales (1975) 
Consumer Prices, incl. taxes (1975) 


BALANCE OF PAYMENT AND TRADE: 


Gold & Foreign Exchange Reserves 2,012 2orad 35.0% 3,200 
External Government Debt 3,906 4,662 19.4% 5,500 
Annual Debt Service ratio 4.3% 5.5% n/a 7.0% 
Current Balance of Payments -1,653 -1,291 n/a -1,700 
Balance of Trade (cif/fob) -2,480 -1,898 n/a -2,350 
Exports (fob) incl. Agricultural 

Payments from the E.C. 10,262 411, 126 8.4% 12,250 

U.S. Share 565 601 6.4% 650 
Imports (cif) 12,742 13,024 2.2% 14,700 

U.S. Share 729 716 -1.8% 835 


Main imports from the U.S. (Jan-Apr 1979) (Thousands of metric tons where appli- 
cable and millions of U.S. Dollars): Machinery $65; Soybeans 150 MT $35; 
Transport equipment $20; Feedstuffs $19; Chemicals and products $17; 
Instruments/optical articles $12; Grain 38 MT $8; Tobacco $6; Fruit and Vege- 
tables $5; Plywood $5. 


NOTE: The above statistics, orginally expressed in national currency, were con- 
verted at the uniform rate of D.Kr. 6.25 = $1.00 to preserve year-to-year com- 
parability. 


Actual exchange rate (Dkr per $1.00) 5.52 5.20 





SUMMARY 


The growth of the Danish economy stayed at the low level of one to two per- 
cent in both 1977 and 1978. Sluggish export demand for manufactured goods 
permitted only a limited rise of industrial production. Efforts to check 
cost increases through incomes policy measures were not particularly suc- 
cessful and the previous loss of competitive position was only partly 
restored. Recurring large trade and payments deficits necessitated tight 
fiscal and monetary policies to keep domestic demand down. The production 
increase was insufficient to provide new jobs and unemployment remained 
high. Rising import costs, particularly these for oil, have necessitated a 
further tightening of domestic economic policy and have killed hopes for 
accelerating growth in 1979 and 1980. 


The small production increase in manufacturing industries, which are 
operating well below capacity, has caused a drop in plant investment and 
curtailed the rise in equipment purchases. In the agricultural sector, 
however, favorable marketing and price developments have led to a steady 
rise in farm construction investment. Residential construction remains 
stagnant. 


The very large trade and payments deficits, caused by the rise of prices 
and too lenient fiscal policies in 1974-75, were temporarily reduced in 
1977 and early 1978 but have been rising again since mid-1978. The new oil 
price increases aggravate this situation which new tax measures, par- 
ticularly on energy, will only mitigate to a limited extent. However, 
large capital imports by both public and private sectors have more than 
covered these deficits and have brought foreign exchange reserves to a 
rather high level. This has helped to protect the stability of the krone. 
In light of the apparent inadequacy of present fiscal and incomes policies 
to improve the situation, the possibility of a krone devaluation is being 
more actively discussed than before. Although both the government and 
business are still negatively inclined toward the idea, moderate adjustment 
of the krone rate cannot be excluded. Capital inflows and budget under- 
financing have eased liquidity and interest rates declined temporarily this 
year but are now creeping upwards again toward 16-17 percent after a 
discount rate increase of one percent in June. 


The rate of inflation moderated during 1978 from a historic nine to ten 
percent rate to about seven percent, but the new oil price rises, which 
will have accelerating effects on wage escalation, will bring the rate back 
up. Prices and taxes will more than absorb the rise in money incomes, and 
real incomes will probably decline somewhat for most active groups. 


With the continuing inflow of foreign loan capital, debt management costs 
are becoming increasingly burdensome and, although still at a manageable 
level, will put restraints on the domestic economy for years to come. 





As an export market, Denmark still offers possibilities although with 
limited prospects for expansion. Traditional farm produce, such as corn, 
soybeans and oilmeal have solid markets, and U.S. beef and fruits also sell 
well. Industrial equipment for new off-shore activities in the North Sea 
and a major gas distribution system offer interesting prospects, and the 
large and affluent consumer market is still largely unexplored by U.S. 
exporters. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Production and Employment: Impediments to Growth 


External and domestic factors kept the growth of the Danish economy at the 
low level of one to two percent in both 1977 and 1978. Sluggish inter- 
national markets did not provide the impetus for a rapid expansion in 
Danish industrial exports, and Danish cost increases were not moderated 
sufficiently to permit recovery of the competitive position which Denmark 
enjoyed prior to 1974. Repeated incomes policy efforts have not proven 
particularly successful, and the government has had to resort to tradi- 
tional fiscal and monetary restraint measures in order to reduce the large 
deficits on the trade and payments balances. These measures were effective 
so far as they kept aggregate domestic demand literally unchanged for two 
consecutive years and provided a small decline in real imports. While the 
resulting slight improvement in the foreign trade account led in turn to an 
equally slight production increase, it was insufficient to reduce unemploy- 
ment from its seven percent level. Denmark thus still suffers, more than 
most other industrialized countries, from the dual problem of unemployment 
and large payments deficits. 


Oil Price Increase Slows Recovery 


Prior to the recent sharp rise in oil prices, accelerating growth was fore- 
cast for 1979 and subsequent years. Rising economic activity in major 
Danish markets such as West Germany, Sweden, and the other Scandinavian 
countries promised an upturn in Danish exports. This prospect has become 
more uncertain, however, though not completely dimmed, by current inter- 
national tendencies toward more deflationary policies. In addition, the 
direct effects of recent oil price increases on Danish foreign trade have 
aggravated an already sensitive balance-of-payments situation and have 
forced the government into another round of tax measures. These measures 
will largely eliminate the limited increase in domestic demand previously 
forecast. Unfortunately these measures will not prevent deteriorating 
payments deficits in both 1979 and 1980 but will curtail economic growth to. 
a level of about two percent. Consequently, unemployment will not be 
substantially reduced this year and is likely to rise again in 1980. 





Public employment measures and early retirement schemes may provide some 
temporary relief. 


The Unemployment Paradox 


Although several industries frequently report labor shortages despite a 
consistently high general unemployment rate, the magnitude of this so- 
called unemployment paradox is hard to ascertain. It is alleged that the 
liberal unemployment benefits - maximum benefits actually exceed the mini- 
mum pay rate and can be collected for as long as three and one half year 
- make it difficult to re-employ workers in less well-paid jobs. The 
problem, however, may primarily be structural. After the employment 
decline in the wake of the 1973 oil crisis, employment in the production 
sectors has remained largely unchanged while public employment has risen 
somewhat, particularly at the county and municipal level. The unemployment 
rise has thus resulted not from a decrease of jobs but rather from a con- 
tinuously growing labor force, caused particularly by an increase of women 
laborers. Over the last ten years, the participation rate for women has 
risen ten percentage points, from 50 to 60, while it has dropped five 
points for male workers, from 85 to 80. Women today constitute about 40 
percent of the labor force but account for about half of all unemployed. 
Women fall mainly in the unskilled categories whereas the reported labor 
shortages likely reflect demand for skilled or, at least, semi-skilled 
workers. The employment rate for women in manufacturing industries has 
remained literally unchanged at about 27 percent of total employment. 


Another factor of uncertainty in the labor picture is partly statistical. 
The unemployment benefit system permits registration and collection of 
benefits for short periods of climatic or transitory unemployment which do 
not in reality constitute unemployment per se. This is one problem which 
the government is presently scrutinizing, in addition to its attempts to 
make unemployment statistics and the employment exchange more efficient. 


Slow Production Growth Hampers Investment 


Without much incentive from a stagnant domestic market, any rise of produc- 
tion in manufacturing industries must be export-led. In view of the rela- 
tive sluggishness of international markets, Danish export performance has 
not in recent years been altogether unsatisfactory, although market shares 
lost earlier have not been fully recovered. Export sales have risen largely 
in step with market growth and production has, since the second quarter of 
1978, gone up correspondingly with some acceleration during the first half 
of 1979. The increase in employment has been nominal, however. Industries 
on the average still work some 15 percent below capacity, which shows in 
the rate of investment. Non-farm investment fell some four percent during 





1977-78 and is unlikely to increase much this year. Plant investment in 
particular is falling off, whereas equipment purchases began to rise in 
1978 at the moderate rate of three to four percent. Manufacturers" surveys 
recently have shown stronger inclinations toward new investment, but this 
investment is still clearly directed less toward capacity expansion than 
toward rationalization of manufacturing processes to alleviate cost 
pressures. 


Construction industries suffer from the decline in plant construction and 
also from stagnation in residential construction, but, conversely, they 
benefit from very active investment in the farm sector. Favorable 
marketing and price conditions have for several years added to very good 
crop results, and farm investment has risen about 15 percent in each of the 
last two years. While another rise may not be expected, the present 
investment level appears stable. Contrary to manufacturing industries, 
farm investment concentrates on buildings rather than equipment. 


Payments Problem Worsens 


However seriously the Danish government may regard the problems of too low 
production and investment and too high unemployment, there is little it can 
do about it as long as the severe balance-of-payments problem persists or 
even, as is presently the case, is getting worse. The ground for the pre- 
sent trade and payments imbalance was laid in the early to mid-1970s when 
the discrepancy between wage-price developments in Denmark and abroad 
created a serious real wage gap and severely jeopardized the country's com- 
petitive position compared to most other European countries. The situation 
was illuminated in 1976 when a combination of large income rises and 
lenient tax policy boosted domestic demand at the cost of sky-rocketing 
trade and payments deficits. Subsequent economic policy stringency not- 
withstanding, the underlying problem of excess demand has not been 
corrected, and the loss of competitiveness has been recovered only to a 
small extent. While in 1977 economic restraints led to some real improve- 
ment in the trade and payments balances (partly absorbed by price losses), 
the further reduction in the payments deficit registered in 1978 was 
entirely the result of price gains and a temporary fluctuation in farm 
trade. The deficit has been rising again since mid-1978 and, because of the 
oil price-led terms-of-trade loss forecast for 1979, will revert at least 
to the 1977-level of some 10 billion kroner, or 3.5 percent of GDP. New 
tax measures recently introduced, directed particularly against energy con- 
sumption, will have limited effects this year but may reduce the further 
deterioration of the deficit in 1980. Official Danish forecasts show that, 
given a continuation of present international market and price trends and 
lacking further domestic restraints or cost moderation, the payments defi- 
cit will approach five percent of GDP in 1982. While the trade and service 





balance is not estimated to change much, interest payments on the growing 
foreign debt will have tripled over the five-year period 1977-82. Adding 
the growing current deficits to such amounts of existing debt that will 
have to be renewed or rolled-over makes it clear that Denmark will have 
considerable foreign financing requirements. The problem can hardly be 
said to approach unmanageable proportions for a wealthy country, but it is 
likely to put severe restraints on its domestic economy for many years 
hence. 


Capital Inflows Boost Reserves, Protect Exchange Rate 


Financing of the recurring external deficits thus far has posed no par- 
ticular problems. Actually, since 1977, the deficits have been over- 
financed to an extent of almost 100 percent by the combined borrowing 
activities abroad by both public and private sectors. This has led to a 
steady growth of foreign exchange reserves which by mid-1979 had reached a 
level of close to 4.5 billion dollars. This is a little more than one- 
quarter of the annual import bill. 


The rather steady net capital inflows have undoubtedly helped to preserve 
the relative stability of the Danish krone, which remained for a long 
period of time at the upper level of the expanded "Snake" (i.e., the limi- 
tation placed on fluctuations among most of the EC currencies) before gra- 
dually sliding to a lower level, probably more compatible with its inner 
strength. The stability of the krone, as of other small currencies, has 
probably been helped by the international stability provided by the 
establishment of the European Monetary Cooperation (EMS) and the more 
active U.S. exchange rate policy. In any event, whereas market interven- 
tion was at times necessary when the krone was at the top (against Belgian 
francs at the bottom), intervention to support this currency was required 
only briefly and became unnecessary after the discount rate increase in 
June and the subsequent tightening of fiscal policy. 


In both 1977 and 1978 the government accounted for about half of Denmark's 
foreign borrowing. In the private sector, which accounted for the other 
half, financial (investment) loans played an increasingly important role. 
For obvious reasons, the farm sector with its rising investment rate took a 
large part of these loans. Toward the end of 1978 and in the first part of 
1979, foreign markets showed a growing interest in Danish krone-denominated 
bonds, partly because of their high yields (16-17 percent) and presumably 
because of greater confidence in the stability of the krone. The very 
large bond sales abroad inspired the government to put an embargo on sales 
of government bonds which are issued primarily for purposes of budget 
financing and domestic liquidity absorption. Foreign buyers subsequently 
turned toward the large and still open mortgage bond market, which provides 





equally high yields and security. However, since the krone slid down in 
the "Snake," buyer interest has been more subdued. This caution may also 
have been inspired by a more active domestic discussion of the possible 
benefits of a Danish krone devaluation, a discussion which so far had been 
limited to fairly sectarian groups of economists. It has been, and still 
is, the official Danish standpoint that a krone devaluation, if effective 
price and wage controls can be established, is unnecessary. A moderate 
downward adjustment of the Danish exchange rate, however, most likely in 
the context of a general overhaul of the EMS exchange rate relations, could 
occur. 


Capital Imports Also Ease Domestic Liquidity 


Domestic liquidity was eased in the first quarter of 1979, partly because 
of the large bond sales abroad and partly by under-financing of the budge- 
tary deficit. Money supply showed accelerating growth after a very 
moderate growth rate in 1978. This slower rate of growth, reportedly, was 
caused by a shift in financial assets resulting from interest restrictions 
on large special deposits in commercial banks, primarily by local govern- 
ments. At an above 10 percent annual rate, the growth in money supply has 
come closer to the growth rate of the economy (in current terms). Bank 
lending is expanding at about the same rate, largely in step with the 
periodic adjustments of the credit ceiling set by the central bank. 


The easier liquidity situation in the first quarter of the year reduced 
market interest rates by close to two percent, but, following the discount 
rate increase and the drop in foreign bond purchases, the trend reverted 
and interest rates crept upward again toward the 16-17 percent level. 


Wages and Oil Kill Hopes of Moderate Inflation 


The Danish rate of inflation has for several years stayed at 9-10 percent, 
but import price moderation during 1978 had the favorable effect of 
reducing the inflation rate to about seven percent toward the end of that 
year. There was also some moderation, however slight, in the rise of 
industrial wages. Counting on a continuation of these trends, official 
forecasters had hoped for a reduction of the overall rate of inflation in 
1979 to six-seven percent. It would seem, however, that these hopes have 
been killed. They suffered some from the extension of labor market 
contracts which Parliament enacted last spring. Although the extended 
contracts provided only limited increases in basic wages, about one percent 
per year, they kept the door open for wage drift and restored the partially 
suspended wage indexation at full rate. This latter feature may prove par- 
ticularly significant in light of the recent oil price increases and 





related price rises on Danish imports. Because of indexation, these higher 
prices will be carried on to domestic prices and wages and thus add to pro- 
duction costs already aggravated by increased social and vacation benefits 
costs. Effective wage restraints have been maintained in the public sector 
which helps somewhat. However, prospects for a reduction in the rate of 
inflation are dim, and the rate may well increase. Regardless of the 
impending increases in money incomes, consumer purchasing power will not 
rise much, if at all. The recently introduced excise taxes will absorb 
what price rises leave, and since certain groups, especially social 
security recipientS have already been granted improved benefits, other 
groups, particularly public employees, are likely to suffer some decline in 
real income. Obviously, this provides no easy conditions for further in- 
comes restraints, however needed they might be. 


IMPLICATIONS FOR THE UNITED STATES 


Denmark is one of the smaller OECD countries, one of the nine member 
countries in the European Communities, and a participant in the European 
Monetary Cooperation together with the other EC countries (excluding the 
U.K.). It is heavily dependent on foreign trade. Although this trade is 
primarily with other European countries, the United States is Denmark's 
fourth-largest trading partner. Denmark is a rich country with one of the 
highest per capita incomes in the world. While not of major significance 
in the context of the world economy, economic development and stability in 
this small but advanced and politically stable country is of some rele- 
vance. Denmark's problems after the 1973 oil crisis - recession or slow 
growth, unemployment, and balance-of-payments problems - were typical of 
European countries but Denmark has apparently had greater trouble in coping 
with these problems than most. This may in part be due to the country's 
openness and susceptibility to external economic factors, but it also may 
be a result of some hesitation in adjusting to changed conditions. 


The insufficiency of economic policy since 1973 has been a contributing 
factor to the continued imbalance of the economy, hence to the growing 
payments deficits and the growing foreign debt. It may be assumed that a 
good part of capital imports, directly or indirectly, originate in the 
United States. As already mentioned, Denmark's costs of debt management 
are far from reaching unmanageable proportions, and there is no reason to 
believe that Denmark will not or cannot honor its international commit- 
ments. At present, however, they are getting more costly year by year. 
Some well-acquired social standards may have to be sacrificed to turn this 
situation around. 


As an export market, Denmark offers no dramatic developments but there are 
still attractive opportunities. The United States holds a five-six percent 





share of the market overall, varying from dominant shares for selected farm 
produce to good shares for manufactured goods and very small shares of the 
consumer market. 


So far in 1979, the United States has recovered its 100 percent dominance 
of the Danish market for soybeans and has about doubled its market share 
for oilmeals, reportedly on quality criteria. Corn sales to Denmark were 
relatively low during early 1979 but are expected to revert to normal over 
the year. Tobacco sales too will revert to normal which, unfortunately, is 
lower than in 1978. Beef sales showed handsome gains which may not be 
fully maintained, but a 10 to 20 percent gain this year may be assumed. 
U.S. canned and dried fruit is gaining but fresh vegetables are losing out 
to European competitors. 


Selected fish products should improve over the year. U.S. exports of fish 
and fish products to Denmark have recently been expanded to include other 
than the traditional salmon and shrimp. Because of the EC fishing quota 
arrangements, there will be a growing market potential for U.S. bottom fish 
species, herring, and processed fish products. Because Denmark is one of 
the major fish trading nations in Europe, there is an excellent market 
potential for fresh and frozen fish for further processing and reexport. 


Apart from the major farm and fish products, industrial equipment and 
related items constitute the most important area for U.S. export expansion. 
In this area Denmark is a highly competitive market because a considerable 
number of foreign products and services are easily available, making com- 
petition tough. Nevertheless, U.S. machinery, components, and equipment 
enjoy wide recognition because of their advanced technology and high 
quality. The fields in which the best current export potential lies are 
the following: 


Natural Gas Distribution Systems and Equipment 


A Bill providing for the introduction of natural gas in Denmark was passed 
by Parliament in June 1979. Under this Bill natural gas will be supplied 
from Germany and the Danish part of the North Sea starting in 1984. 
Distribution is being set up by a Government-owned company, Dansk Olie og 
Naturgas A/S. The total capital investment is estimated at more than $1 
billion. Denmark has no prior experience or expertise in the natural gas 
area and is dependent upon foreign know-how and products. Given U.S. 
natural gas experience, U.S. suppliers of products and services have 
excellent export opportunities in this field. 





Electronic Data and Word Processing Equipment 


U.S. manufacturers have a strong market position in this area. The market 
is still expanding, offering opportunities both for established and new-to- 
Market companies. 


The development towards decentralization in administration is continuing, 
offering significant export opportunities for manufacturers of micro and 
mini computers, terminal systems and software. 


Electronics 


The Danish electronic products industry has expanded rapidly during the 
past decade. With a total annual output of $900 million, of which 80 per- 
cent is exported, it is now one of Denmark's largest foreign currency ear- 
ners. The industry consists of a number of small companies, turning out 
‘high-technology products from hearing aids and medical electronic equipment 
to military. and consumer communications equipment. Practically all com- 
ponents are imported and, with the U.S. component industry being the 
world's leader, there is significant potential for U.S. exports to Denmark. 


Other Markets 


Other areas in which U.S. exporters should be able to gain a market share, 
especially in view of the currently favorable dollar exchange rate 
situation, are cotton fabric, leisure wear (but not synthetics) and food 
processing machinery and equipment. 


Significant U.S. Export Possibilities 


Capital goods for agriculture and manufacturing, especially testing and 
production equipment for the electronics industry, food processing and 
packaging machinery and equipment, electronic data processing equipment 
(small and medium-sized units, terminals and software), electronic word 
processing equipment, natural gas distribution equipment and technical 
know-how, electronic components (semi-conductors and microcircuits); 
selected meat products, fruits (citrus), vegetables and nuts; selected fish 
products; and cotton goods and leisure wear. 
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